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March 26,2007 

Office of the Comptroller of the Curancy 
250 E Street, SW 
wi stop 1-5 
Washington, D.C.20219 

J d e r  -J. Johnson 

F M Reserve Board 
2 0 ~  m 8i CoIIstitution Ave.S 
Wa&iq@n, B.C. 20551 

Robert E.Feldman 
Executive Stmetmy 
Federal Deposit Insut.anceGospo~on 
550 17th street,MW 
Washington, D.C. 20429 

Chief C o w l ' s  Office 
m c e  of Thrift Supervision 
l ' f 0 0 G S ~ N W  
Washington D.C. 20552 

Subject: Risk-BasedCapiWNotice of Proposed Rulamkhg 

Ladies and Gentlemen: 

I m writing in response to your request for comments on the Basel LA p p o d  final 
rule, F.N.B.C.of La-e, kc. is a multi-bank holding company 1 0 4  in the Chicago 
suburbs which will have the option ofadopting the Basel IA capital guidelines when they 
come into effect. 

In generalterms we welcome the Basel LA modificationsas hpmvementsover the 
existing Basel 1r i s k - b d  capital guiBelinm as we look fol.llvafdto competing with lager 
h c i d  imthtions as they begin operating under their own separate capital guidelines. 
Weme uncertain as to what extent the Easel I1 guidelines will benefit larger competitors 
in practice, but the Basel LQ standards give hda ofour size a,?least some ability ta 
mulate their efficient employment of capital. 
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Since &e begkmhgof thisd d n g  process, all f m  fedaral tmnhg agencies stated 
that the policy objectivves were to &matre capital m eats more risk sensitive and to 
address potential eomptitive inequities tbatmight dhir1y disadvantage g e n d  bitinks 
undera b i f u r a d  capitalsystem. One meaas by which theagencies seek to obtain the 
former objective is torecognize for the fmt time the risk mitigation provided by third 
party guarantees h r n  investment grade-ratedentities intheprivate sector. 

Furtheffnore,the agencies have solicited comment on how he  r u l e  might addrew 
other exposuresb i d e s  d t  exporn.  

As we noted in a prior comment letter ta the Advmcied N o b  of ProposedRule&& 
there is one areaof bank capital standardsthat we urge the agencies to address b e a u s  of 
the noticeable efflact it would haw mboth risk sensitivity and competitivef h e s s  for 
general banks. This area colrcerns mntmctd protection of value for acquired core 
deposit b. 

Under existingpolicy dating to 1994, the fedad agencies have treated p , u r c M  core 
deposit intangible assets (CDI) asa complete Beddon from redlatory capital. Since 
that time, qubm af wre deposits have demo- the ability to secure contractual 
rightsfrom investment grade-rrated third parties to re-sell (at theiroption)acquired core 
deposit bases for gwnmkd premiums in excess ofb k  d u e .  These loontracts 
satishbrily d bthe o & h l  risk considemtion identified in the 1994 regulation 
which stated that core deposits may not be readily marketable. 

Incontra& two other common identifiableintangible assets, purchased mortgage 
servicing MSG& (PMSRs) a d  p u r c w  d t  ad relationships (PCCRs), Slave been 
included in regulatory capital. We &re wware  of any illmmce wherein ownersof these 
identifiable intangibles have been ableto secm similar contmctd wmmnces of value. 
Given that tbese other two identifiable intangible assets t d  to bc acquired by Basel II-
size bdcs9we have serious cofpcerasthat g e n d  banks plight be d & l y  d k a d v a a ~ d  
by the disparate~~t of contractually protected coredeposit intangible assets. 

The following graph ill- the d q p e  to which the mnomic capital q u i d  for 
AA-pmtectd core +sit hmgible assetsfar exceeds the capital allocated to either 
ad-^^ loans undertheproposed rule or unprotected PMSRs orPCCRs. 
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As this graph illustrates, g m d  banks (which do not actively acquire mortgage serviciflg 
or a d i t  casdpostfolios) mustalloak nearly 17 thm more economic capital forcore 
deposit intangiblesthan Basel 11-sizehubmust for the other identifiable intangibles. 
The magnitudeof this ais@ty exambates baththe lackof risk sensitivity a d  
competitive fairness in ourview. Ifemntmctwdly protected core deposit intangible assets 
me continued asa complete deduction h m  regulatory capital, we fear that the policy 
outcome regarding identifiable intmgible assets will be completely at oddswith this 
poIicy's objectives. For pqases ofconsistency and fairness, the presence of contractual 
rights extendedby investment grade-ratedentities gumanteeing liquiddon values fur 
acquired c m  deposit bases should qualify the relatedidentifiable intangible assets for 
inclusion ina r e  capital. 

MminP. Maddm 
Executive Vice President 


